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On Feb. 16, in a speech to the Bretton Woods Committee in Washington, US Treasury Secretary
James Baker said that the US framework for world-wide debt reform "remains the only viable longterm approach" to the problems of debt and development. The Bretton Woods Committee is a group
of US businesspersons, former government officials and educators whose purpose is to build and
improve broad-based understanding of the World Bank and the International Monetary Fund. The
US approach, first outlined in October 1985 by Baker at the annual joint meeting of the IMF and
the World Bank, called for comprehensive macroeconomic and structural reforms implemented
by debtors, and increased lending to the Third World's 15 major debtor nations by multilateral
institutions and private banks. According to Baker, increased lending by private banks is "coming
around after a slow start." The Secretary said that lending during the past year was enhanced with
the development of a "menu" of alternative financing options created by debtors and creditors to
maintain the resource flow to debtors. According to Baker, commercial banks' actions to increase
reserves to protect against foreign loan losses made sense, but that the banks may be overreacting
and building up reserves to an unnecessary level. Baker then reiterated the Reagan administration's
rejection of proposals for "large-scale mandatory debt forgiveness schemes." Such schemes, he
said, are likely to preclude debtors from gaining access to credit markets for years, inhibit structural
adjustments within debtor nations, and encourage repudiation that would depreciate the value of
the debt. Baker said that an across-the-board 30% forgiveness of all bank debt of all top 15 debtors
would reduce annual debt service by about $7 billion. "To put that figure in perspective, the drop in
LIBOR (London interbank offering rate) interest rates since 1981 saves the major debtors almost four
times as much."
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